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FOREWORD 


The Ontario Ministry of Agriculture and Food has embarked on a planning 
process to establish Ministry priorities for the 1990s. As part of the process, 
this discussion paper has been prepared to reflect some of the issues and 
their possible implications for the agri-food industry. 


The Ministry wants to consult with its clients, and receive their input before 
making policy decisions. The primary purpose of the paper is to provide a 
starting point for discussion on some of the major emerging challenges and 
opportunities that are likely to evolve in the next decade. 


This paper identifies six major topic areas: Changing Characteristics of the 
Agriculture and Food Industry, Trade, Consumer Concerns, Environment, 
Education and Financial Prospects. Within each section the material is or- 
ganized to reflect trends and implications for specific issues that have been 
identified by staff throughout the Ministry. 


The agri-food industry in Ontario is affected by many complex and diverse 
problems. The issues identified in this paper are not all-inclusive, nor can 
the paper deal with unknowns that could arise in the future. 


This is not intended to be a position paper of the Ministry of Agriculture 
and Food. It simply provides “food for thought” with regard to the issues, 
trends and implications that have been identified. It is hoped that it will 
provide an opportunity for those in the agri-food industry to come to terms 
with the many issues facing the industry as we prepare to enter the 1990s. 
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Changing characteristics 
of the agri-food industry 


Farm structure 


The structure of the farm industry has tra- 
ditionally revolved around the ownership 
and operation of the business by the farm 
family. 


Trends 


The operating structure of the farm business, total 
number of farms and the productive capability of 
these farms have all shown significant changes. In 
the 1980s, there has been a continued trend toward 
more production from fewer farms. The number 
of farms recording sales of over $100,000 increased 
by 31 per cent from 1981 to 1986, and this trend 
will probably continue. 

In 1980, there were approximately 20,000 li- 
cenced pork producers, marketing 4.49 million 
hogs. In 1989, an equivalent number of hogs will 
be produced by 13,000 licenced producers with 
90 per cent of the production coming from 5,000 
producers. Milk production continues to grow, 
but the number of licenced milk producers is 
declining by about five per cent per year. 

Poultry production has shown more of a ten- 
dency to vertical integration, but the basic pro- 
duction units have still been largely owned and 
operated by families. The links between produc- 
ers and feed manufacturers, hatcheries and proc- 
essors have largely been contractual in nature as 
opposed to joint ownership. 

In 1986 Ontario had a total of 72,713 census 
farms, a decline of 11.8 per cent from 1981. Of the 
5.7 million hectares of farmland in the province in 
1986, nearly 4.2 million hectares were operator- 
owned. 

There is concern that farm production is becom- 
ing dominated by large corporations. In 1986, the 


census indicated 0.5 per cent of farms were owned 
by corporations in which the majority of the shares 
were not owned by the operators’ family. These 
farms contributed 4.4 per cent of aggregate gross 
sales. Family farm corporations — those in which 
the majority of shares were owned by individual 
farm operators and families — accounted for six 
per cent of the total farms in 1986. 

Data collected through the Ontario Farm Man- 
agement Analysis Project (OFMAP) showed the 
following trends in the average size of Ontario 
farm operations over the past two decades: 

e Beef cow-calf herds increased from 25 cows 

in 1966 to 47 cows in 1986. 

e Dairy herd size increased 55 per cent from 
1966 to 1987, and the average cow produced 
60 per cent more milk in 1987. 

e Cash crop farms increased from 74 hectares in 
1966 to 154 hectares in 1986. Other types of 
farms show similar trends in terms of farm 
size. 

OFMAP is not a random sample and does not 
represent all farms in Ontario, but the sample 
gives a good indication of the trend in commercial 
farms. 

The trend to larger farms is in part a reflection 
of advances in technology. Mechanization and 
automation have greatly increased labor produc- 
tivity. Advances in genetics, and in weed, insect 
and disease control, have increased yields and 
reduced the need for labor to perform some 
functions. Despite the decline in the number of 
farms, the number of operators using seasonal 
labor increased from 26,812 in 1981 to 31,927 in 
1986. 

The 1980s have also provided opportunities for 
enterprising farmers to supply a more sophisti- 
cated market place. Some discerning and affluent 
consumers have an appetite for fish, organically- 
grown fruits and vegetables, game animals and 
birds, and a variety of other products. Many of 
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these “new” products originate from family-owned 
farms. Some of these longer established enter- 
prises producing new products are showing some 
of the same trends as conventional farm opera- 
tions toward fewer and larger units. 


Implications 


In terms of technological capability, there is po- 
tential for even larger farms which can still be 
owned and operated by family units. 

As more of an aging population retires from the 
farming business, it may be reasonable to expect 
further concentration of production. 

The development of products for a more 
complex consumer market seem to be compat- 
ible with the family farm structure. At the same 
time future commercial farms are likely to reflect 
trends towards specialized production. This may 
mean increasing technological sophistication, 
greater labor productivity and more intensive 
capital investment. 


The rural community 


Until recently, ‘rural’? was synonymous 
with farming, farm communities, and a 
value system based on tradition, family and 
small town community. The increasing rate 
of general change has contributed to the 
pace of agricultural transition. 


Trends 


Rural communities are changing in response to a 
decline in the farming population and an increase 
in non-farm population. The average age in Ontario 
is increasing. In rural non-farm and urban popu- 
lations, the under-15 age group comprises a higher 
than average number of the total population. Rural 
farm age groups show a greater proportion of 
population in the 15-24 and 45-64 age groups. 
In the 1980s, there has been an increase in the 
number of rural organizations representing spe- 
cial interests. New ad hoc organizations have 
evolved out of the need to deal with rural issues 


such as: farm family support, including day care; 
debt escalation; commodity-specific issues and 
waste management. 

The delivery and administration of programs 
dealing with rural needs is being carried out in a 
collaborative manner as well as in an independ- 
ent way. 


Implications 


Rural hamlets and towns, as an integral part of the 
rural farm economy, will change as rural non- 
farm population increases. Stress on both infra- 
structure and social and health services may in- 
crease throughout rural areas as communities 
struggle to meet either the demands of growing 
communities, or maintain service in declining com- 
munities. The pressure for development may in- 
crease and land stewardship may be more diffi- 
cult. 

The changing rural community and increasing 
diversity of member interests within rural organi- 
zations point to an increased need for leadership 
and organizational skills. 

Addressing broad agricultural issues — like freer 
trade — is made more complex by the existence 
of numerous organizations and groups within the 
community. The agri-food industry may have in- 
creasing difficulty speaking with a single voice. 
Specifically, commodity marketing boards are 
under increased pressure to deal with economic 
and public policy demands, especially during times 
of low returns or when major issues impact the 
agricultural community. | 


Processing sector 


Changing consumer preferences, the in- 
creasing globalization of trade, and the im- 
plementation of the Canada-U.S. Free 
Trade Agreement (FTA) will increase the 
competition facing Ontario’s food and bev- 
erage industry. 

In 1985, manufacturers’ shipments in the 
Ontario food and beverage processing in- 
dustry totalled $12.6 billion, which repre- 
sented 53.8 per cent of the Canadian total. 
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Value-added by the Ontario industry, $3.3 
billion in 1985, comprised 45.2 per cent of 
the Canadian total. 


Trends 


The globalization of agricultural trade is giving 
rise to a ‘global branch plant’ philosophy. Some 
processors are anxious to secure a foothold in 
Europe before the implementation of the Euro- 
pean common market in 1992. At the same time, 
European firms are acquiring Ontario firms to 
enter the Ontario and/or Canadian market. 

With the implementation of the FTA, the level 
of imports entering the Ontario market may in- 
crease. The acquisition of Ontario companies by 
U.S. processing firms remains a distinct possibil- 
ity. Rationalization, consolidation and international 
mergers have taken place in the industry. These 
have been done to enhance overall efficiency. 

Changes in domestic markets have resulted in 
a constant need for the timely — but expensive 
— introduction of new products. For instance: 

e an aging population requiring a special diet. 

e growing health consciousness resulting in in- 
creased demand for products with low fat, 
low salt, or high fibre. 

ea changing society demanding “ethnic-spe- 
cific” products. 

¢ more working women and single parent fami- 
lies, and faster lifestyle increasing demand for 
“heat-and-eat” convenience products. 

e more affluent consumers demanding conven- 
ience products and eating more meals away 
from home. 

Technological improvements, such as compu- 
terized check-out scanners which can determine 
precisely which products/brands are selling and 
which are not, or computerized shelf-space man- 
agement systems which allocate the precise loca- 
tion and quantity of products/brands on limited 
shelf space, have resulted in increased competi- 
tion for access to retail shelf space. These tech- 
nologies will become more widely used and will 
have a greater impact on the food and beverage 
processing sector in the years ahead. 

The ability to buy competitively priced raw prod- 
uct has been identified by the food processing 
sector as the most important factor that they face. 


Implications 


Pressures resulting from the changed trading en- 
vironment will require improved avenues of com- 
munication and joint problem-solving among pro- 
ducers, processors, retailers and governments. 

The development and introduction of new prod- 
ucts could also demand enhanced levels of tech- 
nology. For example, the development of vac- 
uum packaging has greatly improved the shelf life 
of products, which allows them to be transported 
over greater distances, and to reach wider mar- 
kets. 

Managerial expertise, as well as the technical 
skills of employees, may play an increasingly im- 
portant role in the success of companies. Market- 
ing skill may become an essential ingredient in 
identifying and capitalizing on local and interna- 
tional niche markets. The collection and dissemi- 
nation of information on consumer trends and 
marketing opportunities might be a challenge for 
the industry. 

Growing consumer awareness may require 
greater emphasis on consumer safety in the de- 
velopment of new products, and to ensure the 
continued availability of existing products. 


Wholesale and 
distribution sector 


The wholesale segment of the agri-food in- 
dustry serves the retail and hotel, restaurant 
and institutional (HRI) components. Signifi- 
cant changes have taken place in this sector 
in the past few years. 


Trends 


Wholesalers have been developing a closer work- 
ing relationship with suppliers and distributors in 
order to meet changing consumer patterns. 
Changes in technology, the development of re- 
gional markets, and consolidation within the sec- 
tor have led to an increasingly competitive envi- 
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ronment. 

Distribution patterns have changed considera- 
bly in the past few years. The total volume of food 
store sales has been increasing. Independents have 
increased their market share, at the expense of 
the chains, which are losing market share. 

There are a number of reasons for this trend, in- 
cluding changing consumer tastes and competi- 
tion in the marketplace. The increased demand 
for meals away from home and the increasing 
number of drug and convenience retail outlets 
carrying shelf-stable “heat and eat” microwaveable 
products has also fuelled competition in the dis- 
tribution and processing sector. 

Overall, the HRI component is receiving an in- 
creased share of the consumer dollar — from 18 
per cent in 1963 to 39 per cent in 1988. This trend 
is largely due to changing consumer demands 
and changes in the population base. 

Distribution outlets, especially retail stores, are 
beginning to work more closely with the supplier 
and producer to enhance quality and store shelf 
life. Specific examples of this increased co-opera- 
tion include pre-cooling, hydro-cooling, packing 
and cleaning. 

The produce department now contributes be- 
tween 20 and 30 per cent of store profits, and has 
replaced the meat department as the leading profit 
contributor. 

There has been a significant capital expendi- 
ture for new facili- 
ties and equipment 
in the wholesale 
and distribution 
sector, as well as 
spending for the 
repair and upgrad- 


ing of facilities. 
g of facilities Department Stores 
0.5% 


Implications 


Independents 
26.6% 

The increasing con- 
sumer demand for 
quality and fresh- 
ness will mean the 
sector needs to 
continue to work 
towards co-opera- 
tion with producers. 
Changes in the 


Other Food Stores 
5% 


Source: Canadian Grocer 


Distribution Sector Sales 
Ontario, 1988 





population base, including the age of the popu- 
lation and the cultural mix, will challenge the sec- 
tor to accommodate changing consumer demand 

The FTA and the proposed Goods and Services 
Tax may influence this sector significantly. 


Supply and services 
sector 


The trend towards globalization is very pro- 
nounced in the farm supply sector. There 
are only a few participants, and they con- 
tinue to focus on world markets. 


Trends 


A smaller number of farm suppliers and a general 
consolidation within the agri-food industry have 
affected economic returns within the supply and 
services sector. 

The farm supply sector has been operating under 
free trade conditions for quite some time. Farm 
inputs such as machinery, farm fuel, pesticides, 
and fertilizer face very few tariff restrictions. While 
the FTA is likely to have a minimal effect on 
Ontario’s supply and service sector, market forces 
existing outside 
the province’s 
sphere of influ- 
ence are likely to 
play a significant 
role. 
eae OF *the™ three 
Chains < . 

33.3% Maivetertilizer 
products used by 
Ontario farmers, 
both potash and 
nitrogen originate 
in Western Can- 
ada. Phosphate is 
produced in Flor- 
ida. All three prod- 
ucts are shipped 
worldwide. The 
prices paid by 
Ontario farmers 
are largely de- 


Drug Stores 
1.0% 
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pendent on supply and demand forces that exist 
elsewhere. 

At the retail level, fertilizer suppliers are offer- 
ing more services such as custom blending, mix- 
ing of micronutrients and the addition of certain 
pesticides. 

Virtually all farm chemicals are manufactured in 
either the United States or Europe. The main func- 
tion of the Canadian industry is to blend formu- 
lations into retail products and to distribute them. 

It is very costly for companies to develop new 
farm chemical products which must be tested to 
determine their effectiveness against targeted pests, 
and proven safe for users and consumers. Very 
few are able to meet the stringent requirements 
laid down by various levels of government. 

In the farm machinery industry, a climate of ra- 
tionalization prevailed throughout the sector for 
most of the early- and mid-1980s. The recent clo- 
sure of the Massey plant in Brantford means that 
Ontario and Canada are no longer a major manu- 
facturer of equipment. 

However, most dealers have come through the 
1980s relatively intact. In spite of the mergers, ac- 
quisitions, and bankruptcies that took place among 
the manufacturers, very few dealers went out of 
business. 


Implications 


Fertilizer prices are expected to increase at a 
modest rate in the 1990s. During the short term 
some shortages and significant price increases 
could occur. World demand bolstered by a resur- 
gence in grain production in developed countries 
and growth in the developing countries may tem- 
porarily outpace the industry’s capacity. 

The emergence of production concepts, such 
as low-input sustainable agriculture, may gain in 
popularity and the supply and services industry 
need to develop ways to respond, for example by 
developing expertise in these fields. 

The current machinery market is very competi- 
tive. Dealers have responded to the challenge by 
focusing on the service aspect of their business. 
Dealers must stay attuned to the needs of produc- 
ers for availability of parts, timely repairs or such 
things as machinery management. 

One of the biggest challenges facing the indus- 
try may be the adjustment to a declining market. 


Most analysts agree that unit sales of equipment 
will never reach the heights of the early 1980s. 
Lower volume of sales results in higher unit costs 
and higher prices to producers. 


Technology change 


The agri-food industry has adopted new 
technologies to stay competitive. Technology 
change is occurring in such areas as biotech- 
nology and computer technology. 


Trends 


There are many examples of technological changes 
which have resulted in changes in the agri-food 
industry. Among them: 

e gene transfers and herbicide resistance to 
improve crop production. 

e the development of new equipment and ma- 
chinery. 

e the development of new processes such as 
vacuum packaging, flash freezing and nitro- 
gen packing. 

e the use of personal computers as farm man- 
agement tools, and as a link to industry, market 
information and weather forecasting services. 

e computerized sire selection, Estimated Breed- 
ing Values CEBVs), Embryo Transfers (ETs), 
computerized-feeding and ration-calculation 
systems. 

e Low Input Sustainable Agriculture (LISA) is a 
new concept that may involve anything from 
minimizing pesticide use to organically grown 
produce. 

Much of Canada’s investment in agricultural re- 
search and development (R&D) comes from gov- 
ernment sources. In 1986-87, the federal govern- 
ment invested $369 million in agricultural R&D. 
OMAF’s current R&D budget is approximately 
$41 million, of which 24 per cent is spend on min- 
istry-initiated projects, 72 per cent on university 
research, and three per cent on industry research. 

The Canadian food processing industry invests 
in research and development at less than half the 
U.S. rate. Technology transfer and application has 
traditionally had a high level of government in- 
volvement, particularly at the producer level. 
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Implications 


The challenge may be to find efficient and effec- 
tive methods of adapting and applying advances 
in technology to Ontario’s agriculture and food 
industry. 

The financial costs of technology development 
and application may put pressure on the total 
industry. Smaller producers, processors and oth- 
ers may not survive. But productivity and effi- 
ciency gains resulting from new developments in 
research and technology may offset reduced 
numbers in the agri-food industry. 

Technological advances — for example inten- 
sive cereal management, somatotrophins, proc- 
essing methods — will cross international bounda- 
ries with greater speed, and total world food 
production may increase. 

Many applications of technology change touch 
on areas of public concern such as pesticide resi- 
dues in food and water, the use of biotechnology, 
food irradiation, soil conservation and animal 
welfare issues. The adoption of technical advances 
in these areas may be limited by public percep- 
tions, and may require better public education 
programs. 

Supply and service personnel may need to be 
technically competent to serve the needs of farm- 
ers, especially with respect to electronics and 
computer expertise. Alternatively, their role may 
change from that of the local expert to that of the 
facilitator who helps find the appropriate expert. 


Human resources 


The agri-food industry is a major employer 
in Ontario. Changes in the industry and 
competition from other sectors make it diffi- 
cult to maintain a strong labor force. 


Trends 


The agriculture and food industries are affected 
by a shortage of both trained and untrained labor. 
Lower rates of growth in the Canadian labor force, 
combined with increased labor needs in such 
areas as skilled trades, have made it difficult to fill 
labor needs in agriculture. The number of foreign 


seasonal workers brought into Canada increased 
from 5,000 in 1986 to 11,000 in 1988. There is also 
growing concern about health and safety issues in 
the agricultural workplace. 

An increasing percentage of young adults pur- 
sue a university education rather than choose 
college or apprenticeship training. In the past two 
graduating years, job postings listed at agricul- 
tural colleges have outnumbered graduates by a 
ratio of three to one. Given current enrolment 
projections, this shortfall is expected to continue 
well into the 1990s. Agri-businesses are unable to 
attract sufficient degree and diploma graduates to 
fill sales, service and managerial positions. 

In recent years, there has been a rapid increase 
in the number of people employed in the food 
service industry. This includes the retail sector as 
well as the HRI. 


Implications 


The development of skilled labor to adopt and 
apply new technology may be a major considera- 
tion for all sectors within the agri-food industry. 
Educational efforts in human resource manage- 
ment and competitive pay levels in relation to 
other industries are likely to become important 
considerations for the industry. 

Unless a major economic downturn occurs in 
the construction and transportation industries, 
there may continue to be a shortage of labor for 
agri-food industry jobs. This could worsen if the 
rate of growth in the labor force continues to 
decline. 
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Trade 


Trade policies 


International trading policies will become in- 
creasingly significant factors in the ability of 
the Ontario agri-food industry to compete, 
grow and prosper. 


Trends 


In the 1980s, most countries have recognized that 
domestic agricultural policies can conflict with 
the trading interests of other nations. This has 
been characterized by heightened competition, 
severely depressed prices, poor trade relations, 
and new forms of protectionism. 

Resolving the increasing trade disputes has 
proven difficult under the existing dispute settle- 
ment procedures of the formal General Agree- 
ment on Tariffs and Trade (GATT). 

The increasing number of trading blocks are ex- 
amples of the desire among various countries to 
secure and enhance major traditional trading re- 
lationships. Specific examples are the Canada- 
U.S. Free Trade Agreement (FTA), the Australian- 
New Zealand Trade Agreement and the consoli- 
dation of the European Economic Community, 
scheduled for 1992. However, such agreements 
may only heighten global trade frictions. 

There has also been discussion about overhaul- 
ing the GATT trading systems. This reform is an 
agenda item in the current round of GATT nego- 
tiations. 

With more open trade with the U.S., Canada’s 
major trading partner, and the prospect of new 
GATT developments, there has been a renewed 
commitment to reducing interprovincial trade bar- 
riers. These barriers have been recognized as a 
major hindrance to Canadian efforts to become 
globally competitive. 


Implications 


The FTA, GATT and the removal of interprovin- 
cial trade barriers are attempts to eliminate the 
adverse trade implications of differing regulations 
and standards among trading partners. 

Federal and provincial standards will increas- 
ingly need to be coordinated with advances made 
internationally and interprovincially. 

Agricultural support policies, including the ac- 
tivities of marketing boards, will come under in- 
creasing scrutiny from our trading partners. As 
new rules on subsidies develop under the FTA 
and the GATT, agriculture and food policies may 
have to be developed in the context of new inter- 
national agreements. 

As agriculture and food markets are liberalized, 
Ontario’s food producers and processors will face 
increased competition in both domestic and for- 
eign markets. For Ontario producers, the compe- 
tition will probably continue to be from the U.S. 
For Ontario food processors competition may 
come from a wider variety of sources as food 
companies continue to expand globally. 
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Competition from 
other countries 


Competition from other countries repre- 
sents a significant challenge to Ontario’s 
agri-food industry. This competition exists 
in both the domestic and foreign markets 
and occurs in terms of price, quality, relia- 
bility and other factors. 


Trends 


Technological improvements have continued to 
reduce production costs around the world. Mean- 
while many developed countries continue to sup- 
port their agricultural sectors through subsidies 
and protective trade barriers. In the mid-1980s 
this resulted in low world commodity prices and 
enormous stockpiles of surplus commodities. Over 
the last two years, world prices have improved 
and stocks have declined largely as a result of 
poor crops. 

Expansion of air-freight transportation and pack- 
aging improvements have also increased compe- 
tition. Consumers now have the opportunity to 
buy fresh fruit and vegetables year round, and are 
no longer limited to North 
American seasonal availability. 

The emergence of multi-na- 
tional food processing compa- 
nies operating on a global scale 
is another factor increasing 
competitiveness in global mar- 
kets. Many companies are 
operating processing plants in 
a number of countries. 


Grains & Products 7% 


Implications 


Animal Feeds 6% 


The globalization of agriculture 
and food markets will likely 
continue, particularly in the area 
of high value-added products. 
The pace may be further accel- 
erated if significant progress is 





Live Animals 1% 


made to liberalize trade in the current round of 
GATT and other trade negotiations. Therefore 
producers and processors will need to be more 
aware of technological and product developments 
in other countries if they are to remain cost and 
quality competitive. 

Competitive pressures may require a continu- 
ing review of the trade policy options open to 
Canada. If self-sufficiency is the primary objec- 
tive, the issue of foreign competition may be re- 
placed by concerns about consumer costs and 
choice. On the other hand, a globally-based ag- 
riculture and food sector will require significant 
adjustments. 


Imports 


Ontario is a net importer of agriculture and 
food products. From 1982 to 1988 food im- 
ports increased by 54 per cent, from $2.3 
billion to $3.6 billion. 


Trends 


Major import categories showing significant growth 
in the 1980s include fruits and nuts, fresh vege- 


Agriculture and Food Imports 
Ontario 1988 


Other Agric. Prods. 10% 


Other Animal Prods. 5% 


Plantation Crops 8% 


Fj Oilseeds & Products 5% 


Fruit/Vegetables 35% 


Total Imports = $3.6 billion 


Source: Statistics Canada 
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tables, coffee and tea, beef and veal. Fruit and 
vegetable imports have increased steadily to $1,270 
million in 1988 of which 62 per cent were fresh. 
Plantation crops, such as coffee and natural rubber, 
totalled $306 million. Red meat imports, primar- 
ily purchases of fresh and frozen beef, more than 
tripled to $168 million in 1988. 

The United States continues to supply about 
two-thirds of Ontario’s agriculture and food 
imports. Almost half of these imports are fruit and 
vegetable products, most of which are fresh. A 
large portion of Ontario’s fresh and frozen beef 
imports and animal feed products also come from 
the U.S. 

The European Economic Community CEEC) is 
Ontario’s second largest source of agricultural 
imports. The largest import items from the EEC 
are wine and other alcoholic beverages. 

Latin America remains Ontario’s third largest 
supplier. Imports from the Asia/Pacific Rim re- 
gion have been increasing in significance. 


Implications 


It is unlikely that imports to Ontario will decrease 
substantially. The limited domestic growing sea- 
son and increasing demand for fresh fruits and 
vegetables suggests sourcing will continue from 
outside Canada. Ontario will continue to import 
citrus fruits and plantation 
crops. 

Possible future trade liber- 
alization, an increasing level 
of disposable income, and a 
more aggressive global mar- 
ketplace could mean even 
greater exposure and accessi- 
bility to imported products for 
Ontario consumers. 


United States 62% 


Export market 
development 


Exports of agriculture and food products 
from Ontario increased by 33 per cent dur- 
ing 1982 to 1988, from $1.5 billion to $2.1 
billion. While Ontario’s share of world agri- 
cultural exports grew faster than total world 
agricultural exports, Ontario still has only a 
small share (0.093 per cent) of the total. 


Trends 


In 1982 just over half of Ontario’s agri-food exports 
were destined for the U.S., while today almost 
two-thirds are sold there; 70 per cent of Ontario 
exports to the U.S. are destined for locations within 
1,000 kilometers of southern Ontario. 

Currently, the countries of the Pacific Rim are 
the fastest growing export markets: in 1987 ex- 
ports to Hong Kong grew by 50 per cent; those to 
Taiwan grew by 45 per cent; and those to Japan 
grew by 25 per cent. Exports to the United States 
have expanded on average 12 per cent per an- 
num over the period 1982-87. However this trade 
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L. America/Caribbean 6% 


Asia/Pacific 14% 


Middle East/Africa 3% 
SJ Other Europe 3% 


27 EEO 12% 


Total Exports = $2.1 billion 


Source: Statistics Canada 
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is starting to show signs of slower growth. During 
the same period, exports to Europe have been 
somewhat static, while exports to Latin America, 
the Middle-East and Eastern Europe have been in 
decline. 

One of the main export categories is alcoholic 
beverages, composed primarily of whisky and, to 
a lesser but growing extent, beer. Red meat prod- 
ucts such as fresh and frozen beef, and fresh and 
frozen pork have shown significant increases 
during the period 1982 to 1986. 

Other animal products, including cattle hides, 
furs, and semen, have grown 147 per cent over 
the past five years. However livestock exports 
have declined. 

Grain product exports (malt barley, bakery 
products, macaroni, flour, etc.), have shown 
growth; but grains such as winter wheat and corn 
have declined over the past five years. Exports of 
sugar and confectionery-based products, fruits 
and vegetables have increased. Tobacco has 
declined slightly but still accounts for a substan- 
tial amount of Ontario’s exports. Horticultural 
products, made up primarily of flowers and nursery 
stock, have grown. 


Implications 


Ontario has a well-diversified mix of exportable 
agricultural and food products. Developing ex- 
port markets becomes more important for con- 
tinuing agri-food growth in Ontario because 
domestic markets are not expected to increase 
significantly. 

Evidence would suggest that exports are shift- 
ing slightly to value-added products away from 
primary commodities. For example, while grains 
are in decline, grain products are increasing. While 
livestock exports are declining, meat exports are 
increasing. 

The countries of the Pacific Rim are the fastest 
growing economies in the world. The developing 
Asian countries currently produce seven per cent 
of the world’s income. By the year 2040 it is pro- 
jected to be, at least, 45 per cent. This is expected 
to increase the demand for food. 

Those sectors of the Ontario agri-food industry 
which wish to maintain or enhance their export 
market share may need to respond to different 
buyer-quality requirements. 

A more competitive global marketplace may 
require new approaches to export marketing. 
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Source: Statistics Canada 
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Consumer concerns 


Influences on consumer 
demand 


Population growth and composition, em- 
ployment patterns, household size and com- 
position, income, consumer attitudes and 
lifestyles have significantly changed in re- 
cent years. These demographic and socio- 
economic factors are expected to continue 
changing into the next century. 


Ontario’s consumers are able to obtain food 
products from around the world at all times 
of the year. This will influence the agri-food 

industry as farmers and processors strive to 

meet market opportunities and challenges to 
supply new and/or alternative products. 


Trends 


The Ontario population is likely to reach 11 million 
by the year 2001, and 11.9 million by 2011. The 
composition of the population will change. Asian, 
Latin American and African groups will form a 
larger portion of the population. During the 1990s, 
the baby boomers will move into middle age and 
into their peak earning and spending years. There 
will also be a greater number of elderly people 
living longer. 

Consumers are spending less of their dispos- 
able income on food. In 1985, Canadians spent 
only 14.2 per cent of their disposable income on 
food. There has also been a shift in the allocation 
of income spent on food, with an increasing 
amount being spent on food eaten away from 
home. 

Many factors influencing the consumption of 
new and alternative foods — and therefore the 
basic production of those agricultural commodi- 
ties — are well known: 


11 


e dietary guidelines — for example fewer calo- 
ries, less fat, red meat, cholesterol, and more 
fiber, whole grain, vegetables and fruit. 

e health, nutrition and exercise campaigns, 
related to lifestyles. 

e number of meals away from home, especially 
“fast foods.” 

° grazing, snack food. 

e concern about food constituents, additives and 
chemical residues. 

e demands for ethnic products, especially by 
immigrant population. 

e numbers of senior citizens and single person 
households requiring small packages and 
units. 

e further processed foods, for convenience, 
storage. 

e high number of women in the work force 
outside the home and consequent demand 
for prepared convenience foods. 

e new and often exotic products imported from 
foreign sources now common in local super- 
markets. 

These concerns have influenced consumers to 
make changes in their diet, such as switching 
from saturated animal fats to unsaturated vege- 
table fats. Manufacturers have responded to these 
interests by producing a variety of food product 
alternatives, such as “light,” “natural,” “calorie- 
reduced,” and “organic.” Food labels now pro- 
vide more information for consumers. 


Implications 


The eating patterns of the elderly will vary, 
depending on their health and mobility. Single 
person households, dual income families, smaller 
families and more working women will continue 
to switch from at-home to away-from-home food 
consumption. Consumers demand products to 
meet special dietary needs, such as reduced fat, 
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sodium and sugar and increased fibre and cal- 
cium. The increased number of working women 
creates opportunities for value-added partially or 
fully prepared foods offering greater at-home 
convenience. 

The changing lifestyle and attitudes of consum- 
ers may have the greatest influence on demand 
for Ontario food products. As consumers become 
more educated, travel more and have more lei- 
sure time, they may seek a wider variety of “exotic” 
food products and want to become more creative 
in food preparation. 

Many producers will be looking for new prod- 
ucts and opportunities to maintain viable agricul- 
tural operations. These producers will be seeking 
both production advice and information on how 
to access new markets. 

The result might be the same number of farm- 
ers producing a whole different mix of products. 
Farmers might consider adding more value to 
their products, catering to not only food retailers, 
but also to the restaurant trade and directly to the 
consumer in pick-your-own and roadside mar- 
kets. 

Conversely, changing markets create new op- 
portunities. Unless Ontario producers and proc- 
essors respond quickly, imports will fill these 
markets. Once established, these imports will be 
difficult to displace. 

Immigrants have food preferences and habits 
which affect overall consumption. As they be- 
come more integrated into the community, their 
food preferences and habits are also adopted by 
others. The increased cultural mix could result in 
an increased demand for pork, fish, chicken, rice 
fresh fruit and vegetables, and decreased demand 
for beef, milk, and fat. In addition to supermar- 
kets, food is also purchased in speciality stores, 
selling exotic fruits and vegetables. This may 
provide marketing opportunities for alternative 
crops. 

New research linking certain nutrients to the 
development or prevention of chronic diseases 
could possibly result in decreasing, or alterna- 
tively, increasing consumption of certain foods. 

More information will likely be requested by 
consumers about all food products, including 
nutrition labelling, information about additives, 
ingredients that may contribute to allergies and 
safety. 


Food quality 


Food quality is an increasingly important 
consumer concern. Opportunities exist to 
meet the quality demands of consumers in 
both domestic and foreign markets. 


Trends 


Today’s consumer demands high quality food 
products, but “quality” has different meanings for 
participants in the agri-food industry. For con- 
sumers it may mean appearance, packaging, value 
for money, freshness, convenience, practicality, 
taste, nutrition and safety. Retailers and wholesal- 
ers may define it in terms of shelf-life, consis- 
tency, size, packaging and cleanliness. 

Even though overall food quality expectations 
are higher, most consumers still regard such non- 
quality attributes as price and availability as equally 
important purchase criteria. 

While there is a willingness among wholesalers 
to support local growers, Ontario producers are 
challenged by their competitors, primarily from 
California. Characteristics such as shelf-life, con- 
sistent grading and product uniformity are re- 
garded by wholesalers as more important than 
taste. 


Implications 


There is a market niche among better educated, 
higher income consumers who are willing to seek 
out and pay a premium for top-quality food 
products. As Ontario becomes less able to com- 
pete on price on some commodities due to higher 
costs, particularly labor, more efforts must be put 
towards producing high quality, value added 
products. 

Research may be needed to determine the qual- 
ity considerations most important to consumers. 
Ontario producers and processors may want to 
market the quality of their products to consumers 
aggressively, and convince them they are indeed 
buying quality when they buy Ontario products. 
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Food safety 


Consumers want to know that the food they 
purchase for their families is safe. The pres- 
ence of foreign and added ingredients in 
food is a major concern. Large volumes of 
food have been removed from store shelves 
as a result of threats and discoveries. 


Trends 


A 1988 survey by the Food Marketing Institute 
(U.S.) found that 83 per cent of consumers said 
that food safety was a “very important” factor, 
second only to taste. 

The consumer shows growing concern about 
any changes made to food which alter its natural 
state. The issues include: chemicals used in food 
production and food processing; environmental 
contaminants from human activities; sabotage of 
food supplies, e.g. cyanides; natural fungal tox- 
ins; biological contaminants, (e.g. rodent hair, 
insect parts); and naturally occurring ingredients, 
such as cholesterol, salt and sugar. 

Concern is reflected by the interest displayed in 
pesticides on products, the use of growth 
hormones in livestock herds and other technical 


Food Selection Factors 
(Rated "Very Important” 
by Shoppers) 


processes in the food industry. Public resistance 
has developed to the use of hormones to promote 
milk production even when these involve natural 
products. Organically produced foods have be- 
come an alternative to an increasing sector of the 
consuming public. 

The public’s perception of the role that diet can 
play in reducing the risk of cancer has increased 
during the 1980s and will continue to be reflected 
in their shopping habits. 


Implications 


Consumers will continue to demand greater 
government assurance that Ontario food prod- 
ucts are safe. This could result in ongoing con- 
sumer consultations to make sure that govern- 
ment and industry understand the consumer’s 
wants and expectations. Consumers are less likely 
to accept the status quo with regard to food safety 
and will continue to require more and more as- 
surance and information on food products. 

Enhanced monitoring and surveillance capa- 
bilities and certification programs may be neces- 
sary to address new issues and new food produc- 
tion techniques as they arise. 

Various interest and research groups capture 
media attention. Responses about 
safety and testing often go un- 
heeded. 

The U.S.- Canada Free Trade 
Agreement and the current Gen- 
eral Agreement on Tariffs and 
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Trade negotiations may have 
impacts on the quality and safety 
standards used in Canada. The 
need to harmonize standards will 
have a major impact on govern- 
ments’ quality and safety programs 
in the 1990s. Enhanced co-ordina- 
tion of legislation, standards, 
education and research programs 
will be required. 

In the 1990s, biotechnology will 
become a more important issue. 
When breeding for improved 
quality and pest resistance, some 
new yet natural products may 
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occur in foods. Few criteria or safety standards 
now exist on permissible levels for every chemi- 
cal, whether added or naturally occurring. 


Organic foods 


Some consumers are showing increased in- 
terest in a wide range of organically-pro- 
duced foods as an alternative to tradition- 
ally produced and processed foods. 


Trends 


Organically produced foods are viewed by some 
consumers as superior in health and nutrition, 
primarily due to the belief that they contain fewer 
chemical residues, additives, and hormones. It is 
difficult to predict how large the market for or- 
ganically produced foods will be. Some think the 
challenge may be the inability to satisfy the grow- 
ing demand; but other food marketers believe the 
market for organic foods will not grow substan- 
tially. It is likely that most consumers, particularly 
the middle- and low-income groups, will con- 
tinue to rely on conventionally produced food. 

The definition of the terms used — terms 
like”organic”, “organically produced”, “pesticide 
free”, “sustainable”, “transitional”, and “biody- 
namic” — is a contentious issue. Many North 
American producer associations have developed 
their own standards for organic production and 
those standards are not consistent. Many of those 
associations certify producers, production prac- 
tices and facilities that meet their standards. 

Conventional producers are concerned that the 
image of superior wholesomeness enjoyed by 
organic foods may create a perception among 
consumers that conventionally produced foods 
are less wholesome and of questionable safety. 
Conversely, there is concern that food produced 
organically may not meet existing quality and 
safety standards. 





Implications 


Consumers and producer associations may ask 
governments to develop organic certification and/ 
or surveillance programs to ensure fairness and 
consumer confidence in the marketing of organic 
foods. Programs may also be required to make 
consumers aware that appearance, shelf life and 
other aspects of food quality are different for 
organic foods than for conventional products. 

The production of organic food requires more 
labor to produce the same amount of food, and 
as a result, farms are generally smaller. This is 
counter to the current trend to fewer farmers and 
larger farms. 

Producing food organically may have a positive 
effect on current trends of soil conservation and 
water quality. The use of alternative techniques 
— crop rotation, crop residues, green manures 
and non-synthetic fertilizers — is compatible with 
the goals of reduced soil erosion and improved 
water quality in Ontario. 


Animal welfare 


The care and treatment of animals in re- 
search, and in food and fur production, has 
come under critical scrutiny in recent years. 


Trends 


In less than a decade the animal rights movement 
has emerged as a powerful force with consider- 
able ability to influence the public in parts of 
Europe, the United States and urban Ontario. 
Powerful, negative images of factory farming have 
now joined those created by the anti- 
vivesectionist’s picture of animal research. 

Many of the groups that are the targets of this 
activity are now Starting to organize, develop 
funding and programs to present their informa- 
tion and assurances to the urban public. 

In agriculture, proponents of animal rights use 
other issues such as drug and chemical residues, 
pollution, health, food quality and cruelty to 
animals to support negative messages on meat 
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consumption and the wearing of furs. The strat- 
egy is to persuade consumers to avoid buying 
products like veal and fur. 

Public awareness for the animal welfare cause 
has been heightened by break-ins, vandalism and 
boycotts. Research facilities have installed sophis- 
ticated electronic monitoring to protect months of 
research work. 

Medical research is now asking the public for 
support by providing information on the role of 
animals in the development of new medical 
advances. Tissue culture and other systems are 
being developed to partially replace or comple- 
ment animal systems in research, product devel- 
opment and testing. 


Implications 


Public awareness programs may be required to 
present accurate information to urban food con- 
sumers on modern food production in Ontario. 
The development of additional humane produc- 
tion codes, laboratory monitoring, quality assur- 
ance and inspection programs — and communi- 
cation of those programs to the public — are 
other options to be considered. 

Research facilities could increase the flow of 
information to the public on their use of animals 
for both agricultural and medical advances. Infor- 
mation could be collected on the progress in find- 
ing alternatives. 

If public pressure against intensive methods of 
livestock production are successful, the consump- 
tion of meat may be influenced. 
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Environment 


Impacts on the industry 


Environmental pollution and shifts in 
weather patterns have altered the produc- 
tivity of our agricultural resources. Al- 
though some of these changes are attributed 
to natural causes, others are linked directly 
to human activity. 


Trends 


Acid deposition has placed strains on many 
ecosystems. Pollutants such as sulfur dioxide, 
fluorides and oxidants have caused direct injury 
to vegetative growth and have altered soil char- 
acteristics. In Ontario, ozone damage occurs each 
year on crops such as beans, tobacco and pota- 
toes. 

In 1985 researchers first reported a “hole” in the 
ozone layer over Antarctica. Ozone molecules 
absorb most of the ultraviolet radiation that comes 
from the sun. Ultraviolet radiation is extremely 
dangerous to life forms since it can damage DNA 
and disrupt the operation of cells. 

The greenhouse effect is caused by an increase 
in carbon dioxide and other pollutants in the upper 
atmosphere which trap solar energy, causing a 
gradual increase in temperatures. Some scientists 
contest the global warming theory, or predict that 
natural processes will counter its effects. They 
regard droughts and floods as random events and 
part of the year-to-year variation in weather pat- 
terns 


Implications 


Environmental factors will have an impact on the 
amount and distribution of water available to 


agriculture, the number of degree-days suitable 
for cultivation, and consequently the type of crops 
that can be grown. 

Projections based on such factors as increased 
population and energy consumption indicate that 
increases can be expected in the atmospheric 
pollution of virtually all trace gases in the next 100 
years. There is a continuing need to develop 
resistant or tolerant plant varieties, as well as 
improved cultivation practices that will help 
minimize damage from ozone and other pollut- 
ants. The combination of acid rain and normal 
environmental fluctuations, defoliation by insects, 
disease and poor management will continue to 
put stress on the ecosystem. 


Impacts by the industry 


Modern agricultural practices involve the 
use of pesticides, fertilizers, irrigation sys- 
tems, improved drainage and confined poul- 
try and livestock operations. Specific soil-re- 
lated problems which may arise include loss 
of soil organic matter, soil erosion, deterio- 
ration and compaction. Protection of quan- 
tity and quality of water, control of phos- 
phorus, reducing bacteria and pesticide con- 
tamination of water and agriculture’s im- 
pact on wetlands, stream flow and fisheries 
are also major concerns. 


Trends 


Pesticides 

A 1983 OMAF survey of pesticide use in Ontario 
estimated that 8,770 tonnes of active ingredient 
were used on 2.14 million hectares; in 1988 usage 
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had decreased to 7,200 tonnes. Reductions are a 
result of improved technology and reflect societal 
concerns about food residues and environmental 
impact. 


Soil and Water 

A combination of technological developments and 
economic and sociological changes have resulted 
in major shifts in the food production system in 
Ontario during the past 30 years. Some of these 
shifts contributed to the acceleration of soil 
degradation. 

The cost of soil erosion to Ontario agriculture is 
estimated at $69 to $165 million annually. Esti- 
mates which include costs of all forms of soil 
degradation, including soil erosion, compaction 
and loss of organic matter, are as high as $545 
million annually. 


Waste Management 

Improperly managed agricultural wastes deliver 
undesirable levels of bacteria, nutrients (phos- 
phorus and nitrogen), and pesticides to surface 
and ground waters. These materials are trans- 
ported in field and barnyard runoff, milkhouse 
washwater or by water infiltrating and leaching 
down through the soil. 


Implications 


Pesticides 

Pesticides are vital tools in the maintenance of a 
competitive agricultural industry in Ontario. The 
challenge is to reduce pesticide use while main- 
taining economic crop yields, sustainable farms, 
and effective pest control at moderate costs. 
Consumer concerns about agricultural pesticides 
may become more critical to regulatory or legis- 
lative decisions. 

Biotechnology could be the most promising al- 
ternative to chemical pest control. Development 
of biotechnological products such as selective 
pesticides that kill only target pests, pesticides 
that break down quickly and plant varieties that 
resist pests all have major importance in the fu- 
ture. 

It is predicted that restrictions on the right to 
purchase and apply pesticides may be in place as 
early as 1991, with strong support from Ontario 
farmers. 
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Soil and Water 

The costs to society of soil and water degradation 
are high. Management of soil and water resources 
requires that the continuous processes involved 
in degradation are addressed in an integrated 
fashion. An ecological approach may be most 
appropriate in dealing with issues of soil and 
water quality, including active leadership at the 
production level. 


Land use 


There is continued pressure to convert 
farmland to non-agricultural uses, and the 
pressure for conversion is inflating the value 
of farm land, especially in the urban 
shadow. These higher land prices can nega- 
tively affect the competitive position of On- 
tario farmers . 


Trends 


There are no complete figures available on the 
amount of agricultural land being converted to 
non-farm uses. However, urbanization by Ontario’s 
26 largest centres converted an estimated 16,500 
hectares of Class 1-3 farmland to non-farm use 
between 1981 and 1986. This represents 83 per 
cent of all land converted for these centres. 
The number of severances proposed in agricul- 
tural areas has also escalated from some 5,300 in 
1981 to approximately 12,200 in 1988. The number 
of severance applications are expected to exceed 
15,000 in 1989. The majority of these severances 
are for 0.4 to 0.8 hectare lots for non-farm resi- 
dences. Almost every severance results in further 
fragmentation of farm properties, increasing the 
potential conflict between farm operations and 
non-farm property owner interests. No figures are 
available on the amount of farmland converted 
through such severances, but the amount is thought 
to be equal to or greater than that utilized for the 
growth of Ontario’s 26 largest urban centres. 
Given the rapidly escalating land and housing 
costs in urban centres, coupled with quality of life 
considerations, the purchase of farmland from a 
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cost and aesthetic point of view has become an 
increasingly popular option for many. 


Implications 


There appears to be an adequate supply of farm- 
land to meet our food needs for the immediate 
future. However we can not predict with certainty 
the amount of land required for food production 
in the long term. Future population growth and 
consumption patterns, trade developments and 
climatic changes will affect the need for agricul- 
tural production. 

Technological advances in agriculture have offset 
production lost to urbanization, but continued 
fragmentation of the agricultural land base will 
counter some of these technological improve- 
ments. 

The proliferation of non-farm land uses in 
agricultural areas is likely to seriously affect the 
flexibility and efficiency of farm operations. Rural 
non-farm residents may have increasing influence 
on agricultural interests such as line fences, drain- 
age systems, use of pesticides and livestock and 
manure management practices. Land use con- 
flicts will likely continue to occur. Farmers may 
face complaints about noise, odour or dust from 
their operations, or have problems with trespass, 
vandalism, and movement of farm machinery. 
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Education 


Consumer awareness 


Ruth Robinson, President of the Consum- 
ers’ Association of Canada, says: “Consum- 
ers have the right to know what is being 
done to their food and why. ... They have a 
right to have their fears, questions and con- 
cerns taken seriously because if they’re not, 
... consumer confidence in the food system 
will be further eroded.” 


Trends 


Members of the agri-food industry are realizing 
the importance of communicating with the public 
about the food chain. Agricultural organizations 
have increased their activities in this area. Projects 
such as Agri-Food Week, Agriculture in the Class- 
room, demonstrations and displays at fairs, Meat 
Month events and ongoing Agricultural Aware- 
ness Committees are visible in many areas. School 
teachers across the province are beginning to 
include more agricultural-related information in 
their courses. 


Implications 


The average resident of the large urban centres 
has little opportunity of having direct exposure to 
the agriculture and food industry. The media will 
continue to be the major source of information on 
the agri-food industry for most people. The in- 
dustry may need to consider working proactively 
with the media to present balanced and accurate 
information. 

Food safety concerns require continuing edu- 
cation for producers on safe chemical handling. 
The producing and processing sectors may in- 


creasingly need to anticipate and answer con- 
cerns about such topics as pesticides and growth 
hormones. 

An increase in the amount and variety of im- 
ported foods in Ontario markets could cause 
consumers to believe that imported foods are 
superior to locally produced foods. This may 
lead to the belief that Ontario does not need to 
depend on Ontario producers and processors for 
most of its food. 

Partnerships between government ministries and 
the industry may be considered to facilitate 
communication between producers and consum- 
ers. 


Client education and 
services 


Defining Ministry clients and providing ap- 
propriate education and services to them 
will be a challenge for the future. 


Trends 


Primary producers have been the traditional cli- 
entele of OMAF’s education and extension serv- 
ice, but this situation is changing. There are fewer 
farmers working larger farms. The client base is 
broadening. Questions and calls from the non- 
farm population have increased noticeably. There 
is increasing demand for interest courses such as 
home gardening, or care of horses. As well, serv- 
ing clients in French or English is a government 
policy. 

Within the agri-food industry, new technology 
is continually being developed, altered and 
adapted. As a result, there is a concern over the 
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continuing shortage of skilled workers. Enrolment 
in post-secondary agricultural education programs 
has been declining dramatically, although enrol- 
ment in continuing education programs has in- 
creased. 

In both the United States and Canada a program 
called Agriculture in the Classroom is gaining 
strong support from both the public and private 
sector. The program teaches school children about 
agriculture, and by the time they graduate from 
high school, they could be considered “agricul- 
turally literate.” 

Governments are turning some Services over to 
the private sector, on a user-pay basis, in cases 
where the private sector is capable of giving the 
same or improved levels of service. Clients are 
becoming accustomed to paying for services. Other 
groups and organizations are co-operating in the 
delivery of programs. 


Implications 


To adequately serve the changing client base, 
existing methods of communication, education 
and extension could undergo noticeable altera- 
tions. Clients will demand more convenient times 
and locations for courses and programs. Regional 
differences may become important considerations 
in the delivery of programs. New technology may 
facilitate the development of alternative ways of 
providing educational programs. 

Public demand for regulation of pesticide use 
and management of potential pollutants may lead 
to a growing demand for courses or programs that 
result in certification of dealers or users. 

Continued technological advances in the agri- 
food industry may be dependent on advanced 
levels of training and education. A co-operative 
approach involving the industry, government 
agencies and professional educators may be 
needed to provide programs specific to the indus- 
try. 

Attracting students to full-time careers in the 
agri-food industry — including food sciences, 
technical advisory services and process develop- 
ment services — will require continued effort. 

Considering the potential for new programs and 
services, there may be an opportunity to develop 
cost recovery in their formulation. 
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Financial Prospects 


Farm income 


Ontario’s average farm family income in 
1986 was about $39,700. Average net farm 
income was about $6,000 including direct 
government support payments. 


Trends 


Over the period 1983-1987 in Ontario total cash 
receipts from farming operations increased by 10 
per cent to approximately $5.5 billion. Compar- 
ing this with the 1978-1982 period, total cash 
receipts increased by 28 per cent since then. 
The distribution of farm income varies signifi- 
cantly depending on the type of farming opera- 


Components of Farm Income 
Ontario, 1986 


Off-Farm Income 59% 


Net Farm Income 18% 


Other Sources 23% 


Source: Linkage Database 
Agriculture-Population Census 





tion. In 1986 for example, dairy operations had an 
average farm family income of about $39,600; 
about 48 per cent was as a result of farming, while 
35 per cent was from off-farm employment. In 
contrast, cattle operations had average family 
income of $37,100; off-farm activities contributed 
66 per cent; while 7.4 per cent was from farming. 

Farms having over $50,000 in gross farm sales 
contribute about 86 per cent of total net farm 
income in Ontario. Thus those farms having less 
than $50,000 in gross farm sales account for most 
off-farm employment income. 

Total farm cash receipts to Ontario producers 
are likely to remain fairly steady over the next five 
to six years. Cost increases are anticipated for 
most major inputs with the largest increases being 
in wages, interest, machinery costs, commercial 
feed and fertilizer. 

The 1980s squeeze between in- 
come and costs led to exits by 
individuals out of farming. There is 
some evidence that farmers who 
weathered this cash squeeze have 
not significantly increased capital 
investment. Outstanding farm debt 
in Ontario decreased by 7.7 per cent 
to about $4.8 billion at the begin- 
ning of 1988 from its level at the 
beginning of 1985. 

It is generally acknowledged that 
a substantial element of gross farm 
income is from government assis- 
tance. However the precise propor- 
tion of farm income formed by 
agricultural subsidies is in dispute. 
Direct payments by governments to 
producers, on the other hand, are 
easily identifiable. These have been 
increasing, rising from $160 million 
in 1980 to $555 million in 1988. 
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Implications 


Though realized net farm income is not expected 
to differ greatly from current levels over the next 
few years, this forecast can mask varying pros- 
pects in the industry. Varying product returns in 
the past have led to a gradual change in farm 
product mix in the province. By 1987, for in- 
stance, dairy products surpassed cattle (exclud- 
ing calves) as the number one source of farm 
income to Ontario producers. 

Five year forecasts on a commodity by com- 
modity basis, are based on export market trends, 
world demand and supply. Among crops, grains 
and oilseeds could experience the most difficulty 
over the next few years. Horticulture appears 
favorable, as the market demand for fresh vege- 
table, floriculture and nursery products is expected 
to increase. Most other crops will remain rela- 
tively steady, although there will be the usual 
annual variations depending upon weather and 
market conditions. 

With respect to livestock and livestock prod- 
ucts, higher gross income is expected. Hogs and 
cattle are expected to increase relative to the 
supply-managed commodities. 

Some of the past farm financial pressures show 
signs of abating over the next few years. Although 
there are indications that interest rates will be 
higher, the effect of this on total interest payments 
may be offset by an increased ability to repay 
existing loans and by decreased borrowing. Ona 
product basis, it is likely that expenses involved 
with crop production (seed, pesticides, fertilizer, 
etc.) will collectively increase at a faster rate than 
those incurred with livestock production. 


Government expenditure 


Interest costs are the single largest item in 
federal expenditures. For 1989 interest on 
Canada’s debt will be approximately $39.4 
billion. This is more than is spent federally 
on health care, family allowances, old age 
security and social assistance combined. 


In Ontario the provincial debt is forecast to 

reach $39.9 billion by year end. Debt of such 
magnitude places limits on the public policy 
options available to government. 


Federal Trends 


Federal fiscal policy has been severely limited by 
continuing budget deficits and a growing level of 
total debt, now forecast to be over $351.6 billion. 
Early in the 1980s the federal government out- 
lined a fiscal strategy to: reduce the deficit; avoid 
tax increases; reduce government spending rela- 
tive to Gross Domestic Product (GDP); and stop 
federal debt from growing faster than the econ- 
omy. 

To meet these objectives, budgeted expendi- 
tures, other than interest payments, have fallen 
from 19.5 per cent of GDP in 1984 to 16.7 per cent 
of GDP in 1988. Yet, relative to the size of the 
economy the debt has grown from 44.7 per cent 
of GDP in 1984 to 54.5 per cent in 1989. 

Tax policy has also been reformed. Tax expen- 
ditures have been reduced through the removal 
of various tax credits and exemptions. The $500,000 
lifetime exemption has been limited for most other 
individuals, but still applies to farmers. Federal 
revenue, primarily in the form of taxes, increased 
from 15.9 per cent of GDP in 1984 to 17.4 per cent 
of GDP in 1988. 
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Provincial Trends 


Ontario’s debt is currently 15.8 per cent of the 
provincial GDP, following a decline from 18 per 
cent in 1983. This decline was achieved by having 
provincial expenditures grow at a slower pace 
than the provincial economy. The direction of ex- 
penditures can be seen in the 1989 budget. Of 
$41.3 billion in budgeted expenditures over two- 
thirds are for social programs, with the balance al- 
located to economic development, debt servic- 
ing, justice and general government activities. 

Agricultural expenditures are part of the re- 
sources and economic development category, and 
have been increased from $305 million in 1981 to 
$540 million in 1989. 

Federal expenditure policy has also impacted 
on provincial finances by reductions in transfers 
to the province, and in re-negotiation of cost- 
sharing agreements governing federal-provincial 
programs. 


Ontario’s Expenditure Dollar 


SIS IESIC 


Health $0.33 


Social Services $0.16 


Implications 


Reduced government deficits would allow future 
government expenditures to be better directed to 
meet public policy priorities. Such a reduction 
will likely also result in: reduced inflationary 
pressures; lower interest rates; reduced interest 
costs; and as a consequence, increased economic 
growth. The agri-food industry, with all others, 
can be expected to benefit from such a scenario. 

The overall level of taxation is expected to 
increase with the proposed Goods and Services 
Tax (GST). As the tax increases with the value 
added, some regions, for example the north 
which must pay above average shipping and trans- 
portation, will end up paying a higher proportion 
of tax than others. 

Federal expenditure reduction has made all 
program areas susceptible to cutbacks. Federal 
agricultural policy has also been placed under a 
detailed program review. 

The Province, limited by its own budget pres- 
sures and general Federal cutbacks, faces requests 
for increased spending from industry groups 
concerned by the level of financial support for the 
agri-food industry in Ontario and elsewhere. 


Public Debt Interest $0.10 


General & Other $0.03 
Resources & Dev. $0.15 


Source: Ontarlo Budget 
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Agricultural support and 
assistance programs 


During the 1980s farm incomes in Canada 
underwent an enormous decline. The main 
reasons were: periodic crop short falls with- 
out correspondingly higher prices; ex- 
tremely tight credit markets; and low and 
volatile commodity prices. 


These events have to be viewed against the 
1970s, when rising commodity prices and 
increasing asset values were the norm. Such 
conditions led to major investments in the 
industry, as rising land values provided suf- 
ficient collateral to borrow funds, and com- 
modity prices provided a good cash flow to 
service debt and earn profits. 


Trends 


Expansion in the 1970s resulted in a large number 
of farmers holding high levels of debt in the 1980s, 
a period of high interest rates and low commodity 


Direct Government Support Payments 
to Producers, Ontario and Canada 


1980-1988 


$ Million 
18) 


prices. Lenders used debt write down, negotiated 
settlements and foreclosure to clear non-perform- 
ing farm loans. An unprecedented number of farm 
bankruptcies in Ontario between 1981 and 1984 
was the result. 

Governments responded to these farm financial 
difficulties with the introduction of temporary cash 
injection programs to facilitate the adjustment of 
the industry to the new economic environment. 
Such direct government payments to farmers more 
than tripled between 1981 and 1988. 

The extreme variability of commodity cash 
receipts, besides being subject to the weather, is 
a function of the unstable global market environ- 
ment. Subsidy policies in the European Economic 
Community (EEC) and the United States result in 
commodity gluts andlow world commodity prices. 

In 1989, an international agreement was reached 
— which Canada supported — to begin negotia- 
tions to bring agriculture under the GATT. An 
important part of the process will be the establish- 
ment of the forms and levels of subsidies that are 
permissible in agriculture. Preliminary Canadian 
proposals are to gradually reduce all agricultural 
subsidies over a ten-year period. 

Price stabilization and crop insurance programs 
are the form of government assistance enabling 
farmers to ride out the bad weather years and low 
commodity price years. Be- 
tween the two five-year peri- 
ods 1979-83 and 1984-88, 
Ontario’s average annual net 
stabilization payments rose by 
172.1 per cent. Canadian aver- 
age annual net stabilization 
payments rose by 639.2 per 
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cent. 

These support programs had 
a significant effect on the mar- 
ket margins for producers. Such 
results have been challenged 
by Canada’s trading partners. 
In 1985, the U.S. first included 
stabilization payments in its cal- 
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Source: Statistics Canada 





culation of countervailing du- 
ties against Canadian hogs. In 
1989, countervailing duties 
were placed on fresh and 
chilled pork. This case will be 
examined shortly by a bilateral 
panel of experts. 
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Under the Free Trade Agreement, Canada and 
the U.S. are to agree on a definition of subsidies. 
Preliminary indications are that stabilization and 
crop insurance programs are an issue with U.S. 
producers. 


Implications 


Those policies which favor adequate returns from 
the market are at odds with policies which focus 
on transfer payments. Unless an international 
agreement is struck under the GATT that limits 
agricultural subsidies, most countries are likely to 
continue to assist their producers and prolong the 
problem of excess supply. International demand 
is unlikely to increase, as the world’s highly-popu- 
lated areas are strapped with debt or low incomes. 

Stabilizing farm income is expected to remain 
an important part of public policy until the inter- 
national aspects of farm policy are resolved. Large 
farm income fluctuations challenge farmers in 
servicing debt, and limit their incentive to invest. 
This trend almost wiped out the farm implement 
industry in the past, and it has important implica- 
tions for the future. If it reflects a decreased in- 
vestment in new technology and/or in the re- 
placement of aging equipment, it may have a 
negative impact on productivity and competitive- 
ness. 
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